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KEY ECONOMIC INDICATORS: Algeria, January, 1975 


A B Cc Change 
1972 1973 1974 C/B 


Gross Domestic Product 

(in current prices) 6,850 7,360 11,850 +52% 
Per Capita GDP ($US) 448.5 494 728 +47% 
Central Bank Reserves 

(end of period) 17443 1,689 
of which gold 23. 235 +23 
Balance of Payments 

current account -353 2,069 - 
basic balance 545 685 - 
Money Supply (Ml) (end of year) 6,000E 


* 


Annual Investment Program 

(as budgeted-except 1973 result) 
Government Receipts (results) 
Administrative Budget (results) 

Change 

MAJOR PRODUCTION ITEMS: 1974/1975 
Gas (million cubic meters) 5,978 +26% 
Petroleum (million tons) 48.6 -5% 
Iron Ore (thousand tons) 3,990 +27% 
Lime Phosphates (thousand tons) 683 13% 
Steel (thousand tons) N/A - 
Cement (thousand tons) N/A - 
Wheat and Barley (thousand tons) N/A ~ 
Wine (thousand tons) N/A - 
Electric Power Consumption 250 8% 

(billion kwh) 


**FOREIGN TRADE: 1974 
Total Exports (FOB) 3,794 
Exports to U. S. 207 1,090 
Exports to France 417 802 
Exports to FRG 409 998 
Total Imports (CIF) 1,674 2,214 3,961 
Imports from U. S. 114 193 420 
Imports from France $05.5 728 1,176 
Imports from FRG 216 308 579 


Main Exports to U. S. (1974) ($US million): 
Petroleum (1022); Petroleum products (61); Iron and Steel (3); 
Chemicals (3) 

Main Imports from U. S. (1974) ($US million): 
Cereals (148); Machinery Non-Electric (69.5); Road Transport (13.2); 
Aircraft (17.3); Machinery Electric (8.4); Metal Manufacturers; 
Iron and Steel (11.5); Chemicals (10.2); Animal Oils (10.7) 


Sources: IMF International Financial Statistics, Algerian Customs 
Statistics, the Economist, State Secretariat of Plan publications, 
U. S. Customs Statistics. 

*Most recent data September 1975 - $935 

**Compiled on basis of Algerian Customs statistics. Differs from other 
estimates, including current account figures above. 

E - Estimate 





SUMMARY 


Despite a projected large balance of payments deficit in 
1975, Algeria will continue heavy spending on its 
development program in 1976. Indications are that the 
budget for development spending in 1976 will be at least 
the $5 billion budgeted in 1975. Spending will continue 
to be concentrated in the hydrocarbon sector--both oil 
and gas--but priority areas will also include electrical 
and mechanical construction, as well as chemicals. 


It is difficult to gauge the results of this spending on 
industrial and agricultural output in statistical terms 
since current output figures are unavailable. Algeria 
is, however, making significant progress in its quest for 
development and is already producing a wide range of 
industrial products. 


The financial underpinnings for Algeria's development 
effort threaten to become weaker. Realization of the 
goals of the $27.5 billion four-year development plan, 
now at its halfway point, is heavily dependent on 
performance in the oil sector. 1975 oil revenues, 
however, will be less than earlier expected due both to 
relatively lower prices and a continuing decline in oil 
production. Despite an imaginative and apparently 
successful oil pricing policy scheduled to be put into 
use in 1976, it appears unlikely that real earnings from 
oil sales will rise substantially in 1976. Meanwhile, 
agricultural imports are growing in cost and volume. 
New industrial projects also cost more, and are being 
completed at a slow pace. Thus, while development 
spending will remain heavy, economic forces may, within 
the next year or two, lead the Algerians to reduce the 
planned scope of the development plan. 


Over the longer term, Algeria is making a major effort 
to build a gas export industry to replace oil exports, 
which are likely to decline steadily in the 1980s. 
Several gas contracts have been signed with U. S. 
companies in 1975. If regulatory and financing hurdles 
can be overcome, two large LNG plants will be built to 
supply these contracts. 





American firms are in a good position to take advantage 
of Algerian development expenditures, which for the 
moment continue unabated. Strained commercial relations 
with France will also improve U. S. competitiveness in 
this market. The areas of potential promise to American 
firms are many, including oil and gas related equipment, 
data processing equipment, and fertilizer and petro- 
chemical plants. 


Algeria is increasingly seeking product-in-hand contracts 
from potential plant suppliers. These require a sustained 
high level of plant output before the client accepts 
delivery, and can thus involve the supplier in lengthy 
technical assistance efforts. These and other contracts 
with Algerian national companies merit careful research. 
Good business opportunities, however, are available in 
Algeria for the properly prepared U. S. business firm. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Oil -- Overwhelmingly Important But On the Decline 


The prospects for the Algerian economy in the near term 
depend primarily on oil production. Crude oil accounts 
for one-third of the country's gross domestic product 

and nearly ninety percent of its foreign exchange 
earnings. In 1975 oil sales are expected to earn Algeria 
in the neighborhood of $4 billion. 


Oil production, however, has been on the decline in the 
last three years. In 1973, prior to the oil.crisis, 
production averaged 1,070 thousand barrels per day. In 
1974 this amount fell to 940 thousand b/d, though with 
the new higher oil prices, Algeria's oil revenues leaped 
forward from a 1973 level of $1.5 to nearly $5 billion. 
1975, however, will see another drop in the level of 
production to about 900 thousand b/d. This year will 
also see oil revenues fall substantially in comparison 
with 1974. 


Trends in future oil production are somewhat unclear at 
this point. The Algerian oil company, Sonatrach, 
expects that oil production will be somewhat higher in 
1976 and later years. Other observers, however, 
believe that the country is producing at its maximum 
capacity at the present time. An extensive and 
expensive oil exploration program has turned up some 
new smaller oil fields, but apparently nothing on a 
scale that could significantly boost 1976 production. 
Raising production levels will depend primarily on the 
effectiveness of secondary recovery programs now 
underway, especially those in Algeria's main producing 
field of Hassi Messaoud. The outlook for 1976, however, 
is for production to remain at roughly 900,000 b/d. 


Sonatrach, which markets the bulk of Algerian oil 
production, is rapidly becoming a sophisticated and 
experienced concern. The Company experienced some 
difficulty in selling Algerian oil in 1975, due toa 
relatively high official price in comparison with 
competing crude oils from other countries. In 1976, 
however, Sonatrach will move to a new "automatic" 
pricing system to correct this price differential 
problem and to ensure maximum revenue from its oil 
sales. Algerian oil, which is high in content of 
gasoline and other light petroleum products, will also 





benefit from the current increased level of world 
demand for this type of crude oil. According to 
Sonatrach, all oil available for export in 1976 has 
already been sold and much of that available through 
1980 has been committed. The outlook for the fore- 
seeable future is thus for Algeria to market its 
available production with much less difficulty than 
in 1975. 


In the longer term, the trend is toward a higher 
proportion of Algerian oil exports in the form of 
refined products. Algeria now has a refining capacity 
totaling 5.6 million tons from four refineries. 
According to some figures, 1975 product exports could 
reach 2 million tons. Four refineries, however, are 
presently in the advanced planning stage or under 
construction. These are at Amenas, Bejaia, Hassi 
Messaoud, and Skikda. Plans are also underway for the 
expansion of existing refineries at Algiers and Arzew. 
The Algerian goal is to see refining capacity exceed 
25 million tons per year after 1980 with most of this 
output being exported. In addition, condensate (a 
light natural hydrocarbon product) exports are due to 
be expanded by about 4 million tons per year when new 
gas treatment facilities now under construction at 
Hassi R'Mel come on stream in late 1977 or 1978. 


Gas -- Progressing But Major Hurdles Ahead 


Algeria's long-run goal is to have its natural gas 
exporting industry in place as its oil revenues decline 
in the 19808. Two liquefied natural gas (LNG) plants 
are now operating, though the revenue they produce 
remains relatively modest--about $120 million in 1975. 


The situation is changing, however. A major new LNG 
plant is now under construction at Arzew. When 
finished (hopefully in 1977), the plant will supply 
one billion cubic feet per day of natural gas to 
sixteen eastern U. S. states. Further, this year 
(1975) Sonatrach has negotiated contracts calling for 
the export to the U. S. of an additional 2 billion 
cubic feet per day worth about $950 million per year 
to Sonatrach. The Europeans too are negotiating for 
large quantities of gas. 


Plans are in the works now for at least two additional 
LNG plants to supply these contracts. Beyond the plants 
themselves, however, immense quantities of gas 





handling equipment will be required. This will range 
from gas treatment modules, to pipelines, compressors, 
cryogenic storage and LNG tankers. 


Two major hurdles must be overcome before major 
quantities of gas can be shipped under the new 
contracts, however: 1) Federal Power Commission 
approval must be secured (for U. S. contracts), and 
2) many billions of dollars must be raised to finance 
the necessary LNG facilities. 


In the more distant future are two prospective major 
gas pipeline projects across the Mediterranean to 
Europe. These are perennial favorites and have been 
debated for years. Nevertheless, the concepts are 
still alive. 


Agriculture -- An Unsettled Sector Trying To Serve a 
Rapidly Growing Population 


With the Algerian population growing at an estimated 
3.2 percent per year, thus adding half a million new 
Algerians to the population every year, the agricultural 
sector is obviously important. Strenuous efforts have 
been made by the Algerian Government in this area, both 
to increase agricultural production and to assure more 
equitable land distribution. Under the "Agrarian 
Revolution" in progress since 1971, land and livestock 
have been redistributed and new institutions have been 
created to give the State control over investment, 
production, and marketing in the agricultural sector. 
The latter phases of the Agrarian Revolution are still 
in progress and it will probably be some years before 

a new agricultural system can be considered as in 

place and functioning smoothly. 


While citrus production has apparently remained 
roughly constant since the Agrarian Revolution began, 
available production figures indicate a significantly 
lower level of production in the important wheat crop. 
As is made clear by the Algerian press in periodic 
self-criticism campaigns, there are also serious 
problems involving marketing agricultural production, 
supplying services and credit to farm cooperatives, 
and the flight of agricultural labor from the farms. 


The other side of this unsettled agricultural situation 
is that agricultural imports are rising both absolutely 
and as a percentage of total imports. Algeria now 





imports nearly all of its milk, sugar, and edible oils. 
Large and growing quantities of cereals--hard and soft 
wheat, edible beans, and corn--are being imported with 
the U. S. as a major supplier. The trend toward 
increasing agricultural imports seems likely to 
continue. 


Industry -- Output Moving Ahead Unevenly 


The Algerian goal in the industrial sector has been-- 
and still is--to substitute for imports wherever 
possible and to establish certain basic industries to 
take advantage of Algerian natural resources. The 
stress in the industrial sector has been on inter- 
mediate goods, and plants have been built using 
typically the most capital intensive techniques 
available. Past investment has focused primarily on 
electrical and mechanical construction, metals, mining, 
construction materials, power generation, and food 
processing. A huge steel complex, which is still 
being expanded, and several cement plants have been 
built. 


Output figures are not published by the Algerian 
Government for the industrial sector. There are 
indications, however, that many plants are not 
producing at their designed capacity because of 
technical problems. An additional factor which has 
led to uneven production is the Algerian policy of 
locating some plants based on social criteria, such 
as regional unemployment levels. While this is a 
reasonable policy, it sometimes can entail losses in 
output. 


GDP -- Difficult To Measure 


Because of its dependence on price developments in 
the petroleum sector, GDP measures for Algeria are 
less useful than for most other countries. The long 
lag in the publication of figures and the lack of any 
official GDP deflator also makes assessment of real 
growth difficult. About the most that can be said is 
that Algeria grew during the 1970-1973 period in real 
terms at about 7% per year. In 1974 the exceptional 
increase in oil prices boosted GDP, as measured in 
current prices, by 51.9%. 





The Second Four-Year Plan -- Lots of Money Being Spent 


Algeria's second four-year plan, begun in 1974 calls 
for an overall level of spending of $27.5 billion. As 
in the last four-year plan, the main priority continues 
to be industrialization with 40 percent of the total 
planned outlays. Agricultural and water development 
will also absorb large levels of investment. The aim 
of the plan, now at its halfway point, is to raise the 
average economic growth rate to 10% per year. In 
addition, the plan's goal is to create 450,000 new non- 
agricultural jobs and to increase the standard of 
living of Algerians by boosting personal consumption 

by 11% per year. 


The current budget law calls for 1975 spending of 
about $6 billion. A significant portion of the amount 
(about $1.6 billion) will be spent on capital goods 
imports. The outlook for 1976 is for a similar or 
slightly higher level of expenditures. According to 
the Plan, industrial expenditures will be divided into 
the following proportions: 


Hydrocarbons 

Mining 

Electrical 

Iron Smelting 

Electrical and Mechanical 
Construction 

Chemicals 

Construction Materials 

Food Industries 

Textiles 

Leather 

Wood and Paper 

Local Industries 


These percentages may well have changed since the Plan 
in its current form was released in mid-1974, but they 
can serve as a rough guide to Algerian development 
spending priorities. As noted above, agricultural and 
water projects are also priority objectives. 


Financial Prospects Will Continue To Restrain Plan 
Objectives 


Because of its enormous expenditure on development 
projects, Algeria is short of cash. Algeria will thus 
be fighting an uphill battle to maintain the high level 
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of its development expenditures. The Four-Year Plan 
was based on $16/barrel oil and oil receipts so far 
have been well below this figure. Oil exports as 
noted above have also been less than expected so that 
Algeria's revenues have been considerably below 
projections. On the other side of the ledger, 
expenditure requirements have increased. The cost of 
both the food and capital goods that Algeria imports 
has risen sharply. 


All this has meant a balance of trade deficit in 1975 
over $1 billion, and more concretely that Algeria 
must seek financing on all capital import purchases. 
As the level of purchases under the Plan mounts, 
however, so does the level of borrowing, making 
lenders more cautious. 


Algeria still has a good rating in world credit 
markets. The trend, however, is clearly evident-- 
stable or slowly increasing real earnings from oil 

and gas over the next several years confronting a 
sharply rising level of expenditures already in excess 
of earnings. 


Other Problems Retard the Development Effort 


Though a great deal of money is obviously being spent 
on development objectives, several different problems 
have interferred with the full realization of output 
and production goals based on these investments. 
These barriers to development boil down to three main 
areas: bureaucratic restraints, lack of trained 
manpower, and physical capacity restraints. Bureau- 
cratic problems on Algerian development projects can 
be formidable, particularly given the centralized 
nature of this socialist economy. These range from 
customs delays and problems of obtaining work permits 
for expatriates to severe and inflexible inspection 
practices on construction work in progress. 


Lack of trained manpower is an equally significant 
problem, which is well recognized by the Algerian 
government. This problem is compounded by Algeria's 
strong desire for self-reliance and control over 
their own affairs at all levels. 
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Finally, because of the rapid pace of building, demand 
for raw materials and services, particularly cement, 
water, and transportation, often outstrip supply. For 
these reasons, long delays are often encountered in 
reaching the production stage on particular industrial 
projects and output suffers. 


These problems appear likely to continue for at least 
the remainder of the Plan meaning that the Algerians 
will continue to get less output from their investment 
than they (or others) might expect. 


These problems are shared by most developing countries 
and must be put into their proper perspective. 
Significant progress has been made by Algeria in its 
quest for industrialization and development. The 
country is already processing most of its food needs, 
and assembling trucks and industrial vehicles. Algerian 
national companies are also producing large quantities 
of cloth, shoes, pig iron and steel, freight cars, 
chemicals and electrical products--to name just a few. 


IMPLICATIONS FOR THE UNITED STATES 


U. S. Commercial Position in Algeria Is Strong 


The U. S. business presence in Algeria is already 
large. Several U. S. consulting companies have 
substantial contracts, construction companies and 
process engineering firms have enjoyed good business 
and grain sales continue to look encouraging to name 
just a few areas where U. S. firms are active. Though 
the U. S. and Algeria are frequently at odds on a wide 
range of political and international economic issues, 
the Algerian government makes every effort to keep 
"politics" and business separate. The Algerians have 
confidence in American technology and equipment and 
often seek it out even if the price is higher or the 
financing terms less attractive. 


Strained Relations With France May Help U. S. 


Recent trade development has strengthened the U. S. 
position. Algeria's main trading partner, France, 
enjoys a 3 to 1 trade surplus, which Algeria is attempt- 
ing to reduce. The Algerian official press periodically 
castigates the French for not doing enough to remedy 

the trade imbalance as well as for a variety of other 





12 


reasons. There have been several instances in which 
French contractors have been informed directly that 
their bids on major projects are being rejected because 
of this lack of cooperation from France. The U. S., 
which has a bilateral trade deficit with Algeria, is 

in a good position to benefit from Algerian efforts to 
diversify away from French suppliers. 


No Letup Yet in Investment Spending 


Despite the financing constraints noted above, there is 
no letup yet in the pace of Algerian investment 
spending. The government appears determined to move 
ahead as rapidly as possible in development programs. 
This will mean that U. S. companies that can arrange 
financing will find that there will be good markets 

for a wide range of U. S. export products. 


Oil and Gas Sector -- Still the Most Promising for 
U. S. Business 


Business opportunities in the oil and gas sector look 
good for 1976--this sector will continue to absorb 
almost half of the industrial investment. Refineries 
in Arzew and Algiers will be expanded, as will oil 
exploration activity. In the natural gas area, 
treatment plants, recycling equipment, and distribution 
networks are foreseen. This will mean significant 
imports of the following items: 


pumps 
compressors 

pipeline and pipeline equipment 
gas recycling equipment 
pollution control equipment 

gas liquefaction facilities 

oil rigs and tools 


Although the opportunities for U. S. exports in this 
area will be good in any event, there is also the 
possibility of a substantial expansion of investment 

in this area in 1976. If the obstacles can be removed, 
Algeria could start construction of a major LNG plant 
at Arzew perhaps involving expenditures in the range of 
$2 billion. A large proportion of this amount would be 
spent on U. S. products. 





Other Sectors Also Have Significant Potential 


The entire area of petrochemicals and fertilizers is 
one which should be watched closely by interested U. S. 
firms. New ammonia complexes are planned at Arzew and 
Annaba, a phosphate fertilizer plant is slated for 
Annaba and plastics units may be built in Constantine, 
Annaba, and El-Asnam. 


Associated with the oil and gas area as well as other 
areas is the area of data processing equipment, 
pollution control equipment, earthmoving and mining 
equipment, communications systems, metal working and 
finishing machinery. 


Other areas that are less obvious but have significant 
potential are avionics and ground support equipment, 
food processing and agricultural equipment, and 
housing and construction materials. 


Major projects which the Algerians hope to realize in 
coming years include an automobile manufacturing 

plant, truck manufacturing plants (2), a stainless 
steel flatwear plant, an aluminum plant, steel plants 
and a tire plant as well as major construction projects 
in housing, offices, motels, hospitals, etc. 


Grain exports and whole plants, however, seem to have 
the best prospects for success in terms of dollar amounts 
of U. S. exports. 


But Problems of Doing Business Must Be Taken Into 


Account 


While opportunities for business in Algeria are thus 
promising, pitfalls involved in doing business remain. 
For many firms with major contracts in Algeria, 
customs problems, labor difficulties and other delays 
have meant money lost on major projects. These are 
not isolated cases indicating some failure on the part 
of an occasional American firm. The instances of 
business losses are enough to demonstrate that doing 
business in Algeria is a difficult--though by no 

means an impossible--proposition. 


Algeria has also recently moved to a new formula 
calling for product-in-hand contracts for major plants. 
This adds new complications. The product-in-hand 
formula requires a contractor not only to guarantee 
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to turn over the plant to the client in a functioning 
state, but also to remain on the job until the plant 
is producing at capacity for a certain period of time. 
This can involve the contractor in often extensive 
technical assistance programs after construction has 
been completed. 


Given the difficulty in recruiting and training 
qualified personnel and in overcoming other problems, 
such as scarce resources, these product-in-hand 
contracts can prove difficult and should be approached 
with caution. 


As a general rule, any company considering doing 
business in Algiers would be well advised to devote 
considerable time to researching local conditions, 
and problems which have been faced by other U. S. 
firms before signing a contract. The Algerians are 
skillful negotiators, know well how to pit one firm 
against another, and stick tenaciously to contract 
terms once negotiated. Careful preparation and a 
cautious attitude pay high dividends in doing 
business in Algeria. With a prudent attitude, the 
business opportunities available in Algeria can prove 
rewarding for U. S. business. 





Telephone Directory of 
Country Marketing Managers 


Commercial and economic information on most trading partners of the United 
States is available from the Bureau of International Commerce, U.S. Depart- 
ment of Commerce. 


The Bureau is organized geographically with a Country Marketing Manager 
responsible for a country or group of countries as listed below. Assistance or 
information about marketing in these countries may be obtained by dialing 
these key people directly: 202-967 plus the given extension. 


Africa Far East 
West and Central Africa 3865 Australia and New 
East and South Africa 4927 Zealand 3646 
Europe East and South Asia 5401 
France and Benelux Japan 2425 
Countries 4504 Southeast Asia 2522 
Germany and Austria 5228 Latin America 


Italy, Greece and Turkey 3944 
Nordic Countries 3848 
Spain, Portugal, Switzer- 

land and Yugoslavia 2795 
United Kingdom and 


Brazil, Argentina, 
Paraguay and Uruguay 5427 
Mexico, Central America 
and Panama 2314 
Remainder of South 


Canada 4421 America and Caribbean 


Countries 2995 


Special units within the Department of Commerce have been created to deal 
with particular marketing situations: 


Commerce Action Group for the Near East 


North Africa 5737 
Near East 
Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, Yemen 
Arab Republic 5767 
Iran, Israel, Egypt 3752 


Bureau of East West Trade 


Eastern Europe 2645 
USSR 4655 
Peoples Republic of China 3583 





It's good 
business 


to base your business decisions 
on the facts. 


U.S. INDUSTRIAL OUTLOOK puts the facts at your 
fingertips. It could be the best investment you will 
make this year. 


A great bargain for small business: the services of a 
staff of 100 industry analysts for $5.45 per copy. 
Helpful statistics, analyses and comments on more 
than 200 industries to back up your own business 
judgment. 


U.S. INDUSTRIAL OUTLOOK 1976 gives you the facts 
you need about actual product and industry shipments, 
exports, imports, employment trends since 1967 with 
projections for 10 years into the future. 


A service of the U.S. Department of Commerce, 
Domestic and International Business Administration, 
to foster the progress of business. 
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